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Annual Report of President to Stockholders 




The report of the operations of your company and its subsidiaries for the year 1938, includ¬ 
ing Consolidated Balance Sheet, Profit and Loss Account, and Surplus Accounts, is submitted 
herewith. 


Sales and Profits 

Net sales in 1938 amounted to $368,254,991.28, as compared with $381,868,220.28 in 1937, or 
a decrease of $13,613,229.00. During 1938 certain wholesale departments which had proved to be 
unprofitable were discontinued. This accounted for approximately $16,000,000.00 decrease in 
sales in 1938 as compared with 1937. The liquidating losses resulting from closing these depart¬ 
ments amounted to $362,700.91, and were charged off against the 1938 earnings. 

The consolidated net income for the year 1938 after income taxes, interest charges, and ade¬ 
quate depreciation, but before preferred dividends, amounted to $4,206,781.13, as compared with 
$3,078,047.31 in 1937. Preferred dividends amounting to $962,542.75 were paid during the yea,r. 
Dividend requirements on the average outstanding seven percent, six percent, and five percent 
preferred stock during the year were earned 4.37 times. After the payment of preferred divi¬ 
dends, the earnings of the company applicable to common stock were $3,244,238.38, or at the rate 
of $4.02 per share on 806,559 shares, the average number of common shares outstanding during 
the year. 


Operations 

During the year 172 stores and 201 meat markets have been added. A total of 334 stores 
were closed, in which were located 224 meat markets, which were of necessity also closed. In 
accordance with the company's policy, the expense of closing all stores vacated was charged 
against current earnings, and all fixtures transferred from closed stores were carried forward at 
the current value of usable or salable fixtures only. Leasehold improvements on these closed 
stores were charged off against current earnings. Such improvements on continuing stores are 
being charged off on an amortized basis. 

The annual sales, the average number of stores and meat markets in operation during the 
past five years, as well as the number of principal warehouses, bakeries and creameries in oper¬ 
ation at the close of each year are shown below: 


Meat 
Markets 
Located in 


Years 

Sates 

Grocery 

Stores 

Grocery 

Stores 

Principal 

Warehouses 

Bakeries 

Creameries 

1934 

$242,966,383 

3,228 

2,085 

71 

21 

4 

1935 

294,697,600 

3,330 

2,354 

79 

21 

5 

1936 

346,178,061 

3,370 

2,490 

87 

21 

6 

1937 

381,868,220 

3,327 

2.670 

85 

21 

6 

1938 

368,254,991 

3,227 

2,710 

76 

21 

6 


As at December 31, 1938, 3,112 stores, in which were located 2,682 meat markets, were in 
operation. 

In addition to the facilities mentioned above, the subsidiaries of the company also operate 6 
coffee roasting plants, 3 meat distributing plants, 2 mayonnaise plants, a milk condensery, a 
candy and syrup factory, as well as a number of smaller warehouses. 


Further steps were taken in the general plan relating to corporate reorganization during 
the year. Three subsidiaries were liquidated and their respective assets and businesses taken 
over by other subsidiaries. The management is eontinuing to study the feasibility of making 
further simplifications in the corporate structure of the subsidiaries. 


Financial Position 

The total net worth of the company and its subsidiaries as at December 31, 1938, according 
to the attached Consolidated Balance Sheet, was $48,407,475.14. No money was borrowed from 
banks in 1938 and no bank loans existed as at the end of the year. Through Sinking Fund pay¬ 
ments aggregating $873,000.00, the principal amount of Ten-Year 4% Sinking Fund Debentures 
outstanding was reduced to $14,127,000.00 as at December 31, 1938. 

The total current assets at the end of 1938 amounted to $45,725,513.12, while total liabilities, 
ipclp^ing the Debentures, amounted to $23,530,470.35, or an excess of current assets over all 
liabilities of $22,195,042.77. The ratio of current assets to current liabilities (as stated on the 
Consolidated Balance Sheet) was 4.47 to 1. 

e indicate below the capital and surplus of the company, the book value of the preferred 
and common stock, and the earnings and dividends for the past five years. The book value of the 
common stock is computed without deducting the premium of $10.00 per share to which the pre¬ 
ferred stock is entitled upon voluntary or involuntary liquidation. The number of shares out¬ 
standing at the end of each year is used in determining book values, and the average number of 
shares outstanding during the year in computing earnings: 



Capital 

Net Assets 

Per Share of 

Book Value 

Per Share of 

Dividends 
Paid Per 
Share on 

Net Earnings 
Per Share on 


and 

Preferred 

Common 

Common 

Common 


Surplus 

Stock 

Stock 

Stock 

Stock 

1934 

$45,095,479 

306 

37.99 

3.00 

3.61 

1935 

44,872,007 

314 

38.27 

2.50 

3.07 

1936 

46,759,491 

301 

39.18 

•3.50 

4.03 

1937 

47,334,239 

298 

39.49 

•2.50 

2.62 

1938 

48,407,475 

314 

41.53 

2.00 

4.02 

♦Paid in part in five percent preferred stock. 






Special Chain Store Taxes 

Certain subsidiaries of the company have been and are now subject to special chain store 
taxes in the States of Colorado, Idaho, Iowa, Maryland, Montana and Texas. The aggregate cost 
of all chain store taxes during 1938 was approximately $215,000.00. 

Your company has continued to give substantial financial support to public relations pro¬ 
grams in the various States in which operations are conducted. As in the past, this program has 
included active participation by the personnel in community life and demonstrations of the 
social and economic value of your company to consumers. 

The special merchandising efforts conducted in previous years to assist agriculture have 
been continued and have received the approval of prominent farm leaders and of farmers in 
general. 

An initiative petition signed by over 50,000 Colorado citizens proposed the repeal of the 
existing chain store tax in that State; and your company cooperated with the other chain store 
companies operating in Colorado in conducting a progressive campaign of education. In Novem¬ 
ber, 1938, the proposal lost because, in the opinion of the officers of this company, the repeal of 
the chain store tax was associated in the minds of the voters with an old age pension repeal 
which was also on the ballot. 


No additional States in which the organization operates enacted special chain store taxes in 
1938, but at the date of writing this report, Bills have been introduced in several States. A Bill 
has been introduced in the House of Representatives for a federal excise tax on chain stores. 
The basis of taxation proposed in this Bill would impose on your company a punitive, discrim¬ 
inatory tax of approximately $59,000,000.00 in the third year after the date of enactment. On 
February 14,1938, we sent all our stockholders a letter discussing this proposed federal taxation. 


Personnel 

The company’s contribution to the welfare of its employees under the Federal and State 
Social Security Acts in 1938 aggregated approximately $1,366,000.00. It is estimated that the 
contribution in 1939 will be approximately the same amount. 

All through the history of the company its officials have strongly recognized the company’s 
responsibility to the employees. The Safeway Employees’ Association was organized several 
years ago, and as a major part of its activities, arranges for group insurance for the members. 
The company’s contribution for this purpose has averaged approximately $160,000.00 annually 
during the past several years. The Association now comprises over 19,000 members, with total 
group insurance in force aggregating approximately $48,500,000.00. 

Without prejudice to the affiliations of many of the employees with labor unions, your com¬ 
pany has continued as in the past to treat each employee on the basis of individual merit, and no 
substantial change has been made in the policy of paying store and sales employees in man¬ 
agerial positions a share of the earnings. 

I am glad to take this opportunity to express in this public way my personal appreciation 
of the loyalty of the employees. 


L. A. WARREN, President. 


SAFEWAY STORES, INCORPORATED (a Maryland Corporation), AND SUBSIDIARIES 
Consolidated Balance Sheet as at December 31, 1938 


Current Assets: 


ASSETS 


Cash in Banks and on Hand. 

Accounts Receivable—Trade, less Reserve $122,896.39... 
Government Accounts Receivable and State, County 

and Municipal Warrants . 

Sundry Accounts Receivable .. 

Merchandise Inventories—at Lower of Cost or Market.. 
Total Current Assets . 


Prepaid Expenses: 

Rents, Taxes and Licenses . .$ 341,292.91 

Insurance ..— 195,813.21 

Miscellaneous Supplies, etc . 207,561.34 


Investments and Advances: 

Security Investments—at Cost. 252,029.42 

Indebtedness of Affiliate...— . 361,539.57 

Other Investments (including Balances in Closed Banks and Securities 
acquired therefor, less Reserve $89,658.44)... 155,003.39 


Fixed Assets—at Cost: 

Land ..:....... 4,062,831.00 

Buildings _ 12,061,899.85 

Store and Warehouse Fixtures and Equipment and Leasehold Improvements.. 24,749,432.81 

Automotive Equipment . 2,603,629.50 

43,477,793.16 

Less Reserve for Depreciation . 19,338,053.77 

Debenture Discount and Expense—Balance unamortized . 

Total . 


$11,669,187.83 

2,875,080.51 

1,598,660.27 

390,107.27 

29,192,477.24 

45,725,513.12 


744,667.46 


768,572.38 


24,139,739.39 

559,453.14 


LIABILITIES 

Current Liabilities: 

Accounts Payable .—.. 

Debenture Sinking Fund Payment due April 15, 1939. 

State Sales Taxes. 

Accrued Expenses... 

Dividends Payable ---. 

Reserve for Federal and Canadian Income Tax.... 


Total Current Liabilities.- 

Ten Year 4% Sinking Fund Debentures—Due 1947.$14,127,000.00 

Less Sinking Fund Payment due 1939. 827,000.00 


Capital and Surplus: 

Preferred Cumulative Stocks, Par Value $100.00 per share (Note 1) : 

7 % —Authorized and Outstanding, 76,195 shares. 7,619,500.00 

6 % —Authorized and Outstanding, 54,549 shares. 5,454,900.00 

5%—Authorized, 194,434-1/10 shares; Outstanding, 23,259 shares. 2,325,900.00 

Common Stock without Par Value: 

Authorized, 1,500,000 shares; Outstanding 806,624 shares (Note 2). 9,795,648.13 

Paid-in Surplus ..-.- 11,800,481.31 

Earned Surplus . 11,902,781.95 

48,899,211.39 

Less 3,038 shares 7% Preferred, 1,321 shares 6% Preferred, 932 Shares 5% 

Preferred and 65 shares Common Stock in Treasury—at cost. 491,736.25 


Contingent Liabilities for Sundry Guarantees . . .$172,579.07 

Total ...— 


$ 5,701,131.52 
827,000.00 
311,555.03 
2,064,677.27 
236,548.00 
1.089,558.53 
10,230,470.35 

13,300,000.00 


48,407,475.14 

$71,937,945.49 


Note 1_All Preferred Cumulative Stocks are redeemable on call and on voluntary or involuntary liquidation at a premium of $10.00 

per share over par value, an aggregate premium of $1,487,120.00 on Preferred Stocks outstanding, less in Treasury. 

Note 2 _After deducting 13,360 shares held in Treasury of which 10,000 shares are reserved to cover non-assignable options to the 

President of the Company exercisable until January 15, 1947, at $40.00 per share. 

Note 3—The Assets and Liabilities of the Canadian Subsidiaries have been included dollar for dollar in U. S. Currency. 

Note 4—Federal and Canadian Income Tax Returns for the year 1937 are subject to final review. Lawsuits incidental to the Com¬ 
panies’ operations are reasonably covered by insurance. 






















































SAFEWAY STORES, INCORPORATED (a Maryland Corporation), AND SUBSIDIARIES 
Consolidated Profit and Loss Account for the Year Ended December 31, 1938 


Sales (Net) .... 

Cost of Sales ... 

Gross Profit - 

Operating and Administration Expenses. . $63,230,822.92 

Provision for Depreciation ... 3,789,845.85 

Net Operating Profit - 

Other Income . 


Income Deductions: 

Debenture Interest and Discount ..-. 665,763.94 

Other Income Deductions . 329,159.60 


Provision for Federal and Canadian Income Tax. 

Net Income - 


$368,254,991.28 

295,203,111.79 

73,051,879.49 

67,020,668.77 
6,031,210.72 
68,421.76 
6,099,632.48 


994,923.54 
5,104,708.94 
897,927.81 
$ 4,206,781.13 


Earned Surplus Account for the Year ended December 31, 1938 


Balance as at December 31, 1937 . 

Net Income for Year ended December 31,1938 . 

Deduct: 

Cash Dividends on Preferred Stocks . 962,542.75 

Cash Dividends on Common Stock — $2.00 per share .. 1,613,096.75 

Balance as at December 31,1938 .. 


10,271,640.32 

4,206,781.13 

14,478,421.45 


2,575,639.50 


Paid-in Surplus Account for the Year ended December 31, 1938 


Balance as at December 31, 1937 ...— . 11,787,414.90 

Add Excess of Par Value and Accrued Dividends over cost of Minority 

Interest in Canadian Subsidiary .—. 25,113.95 

11,812,528.85 

Deduct Premium on Preferred Stocks retired . 12,047.54 

Balance as at December 31,1938 .... $ 11,800,481.31 


To the Board of Directors of 

Safeway Stores, Incorporated: 

We have made an examination of the Consolidated Balance Sheet of Safeway Stores, Incorporated (a # Maryland Corpora¬ 
tion), and its subsidiary Companies as at December 31, 1938, and of the Consolidated Profit and Loss and Surplus Accounts for the 
year 1938. In connection therewith, we examined or tested accounting records of the Companies and other supporting evidence and 
obtained information and explanations from officers and employees of the Companies; we also made a general review of the account¬ 
ing methods and of the operating and income accounts for the year, but we did not make a detailed audit of the transactions. 

In our opinion, based upon such examination, the accompanying Consolidated Balance Sheet and related Consolidated 
Profit and Loss and Surplus Accounts fairly present, in accordance with accepted principles of accounting consistently main¬ 
tained by the Companies during the year under review, their consolidated position at December 31, 1938, and the results of their 
operations for the year. 

PEAT, MARWICK, MITCHELL & CO. 

San Francisco, California, 

March 1, 1939. 









































Safeway Stores, Incorporated 

(A Maryland Corporation) 
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M. B. SKAGGS . 


L. A. WARREN . 

LAWRENCE GILES 

.Vice-President and Controller 

A. D. KIRKLAND 


MILTON L. SELBY 


M. B. SKAGGS 

Directors 

LAWRENCE GILES 

L. A. WARREN 

MILTON L. SELBY 

DRUMMOND WILDE 

20 East 5th Street 

Executive Offices 

Transfer Agent 


The Chase National Bank of the City of New York . New York, N. Y. 

Registrar 

City Bank Farmers Trust Company .... New York, N. Y. 

Auditors 
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